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The Securities and Exchange Commission today announced the adoption of an
amendment to Rule 2-01 of Regulation S-X dealing with the qualifications of
accountants certifying financial statements required to be filed with it.
The amendment makes it clear that, in determining whether certifying accountants are in fact independent as to a particular company, there should be
taken into account the circumstances surrounding not only the work done in
certifying statements filed with the Commission, but also other work done for
the particular company by such accountants, including the certification of
any financial statements which have been published or otherwise made generally
available to security holders, creditors, or the public.
The new rule codifies principles to be applied by the Commission in considering questions of independence. It appears desirable to incorporate
these principles in the published rules and regulations, in view of cases in
which substantial amounts due from officers and directors were shown separately in balance sheets filed with the Commission but, in the balance sheet
contained in the annual report to stockholders, were included without disclosure under the caption "Accounts and notes receivable, less reserves."
Underlying the Commission's requirement that clear disclosure be made of
the amounts due from officers, directors, and principal stockholders 1/ is
the principle that such persons have obligations and responsibilities comparable to those of a fiduciary, and that therefore the financial statements
should clearly reveal amounts due from such persons, accompanied, where the
amounts involved are substantial, by appropriate supporting details. Where
an indebtedness results from a transaction between the company and one or
more of the management, as individuals, the certifying accountants should employ every means at their disposal to insist upon full disclosure by the company and, failing persuasion of the company, should as a minimum qualify
their certificate or disclose therein the information not set forth in the
statements. Perhaps the most critical test of the actuality of an accountant's independence is the strength of his insistence upon full disclosure of
transactions between the company and members of its management as individuals:
accession to the wishes of the management in such' cases must inevitably raise
a serious question as to whether the accountant is in fact independent. Moreover, in considering whether an accountant is in fact independent, such accession to the wishes of the management is no less significant when it 'occurs
1/ The requirements of Rule 5-02 (7) and Schedule II of Rule 5-04 of Regulation S-X except trade accounts subject to the usual trade terms, ordinary
travel and expense advances, and other such items arising in the ordinary
course of business.

-2-

33 - 2878

with respect to the financial statements included in an annual report to
security holders or otherwise made public than when it occurs with respect to
statements required to be filed with the Commission.
The text of the Commission's action follows:
The Securities and Exchange Commission, acting pursuant to authority conferred upon it by the Securities Act of 1933, particularly Sections 7 and 19
(a) thereof, the Securities Exchange Act of 1934, particularly Sections 12, 13,
15 (d), and 23 (a) thereof, and the Investment Company Act of 1940, particularly
Sections 8, 30, and 38 (a) thereof, and deeming such action necessary and appropriate in the public interest and for the protection of investors and necessary
for the execution of the functions vested in it by the said Acts, hereby amends
Regulation S-X as follows:
Rule 2-01 of Regulation S-X is amended by adding thereto the following new
subsection (c):
(c) In determining whether an accountant is in fact independent with respect to a particular company, appropriate consideration shall be given to the
propriety of the relationships and practices involved in all services performed
for the company by such accountant, including the furnishing of a certificate
or report as to any financial statements of such company which have been published or otherwise made generally available to security holders, creditors, or
the public.
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